8     Sickness in Small Scale Industrial Sector

ii) The Central Small Industries Development Organisation
defined a sick unit as one which works below 20% of
the installed capacity.8

in) For the purpose of merging the sick unit with the
healthy. Government of India has classified those units
where the losses, past and present, have eroded 50% of
the capital and reserves as sick.9

iv) From the viewpoint of term-lending institutions, a unit
is sick when it:

(a)  has continuosly defaulted  in   paying   four   consecutive
half-yearly instalments of interest or principal,

(b)  has continuous cash losses for a period   of two   years
or continuous erosion in the net worth by 50%,

(c)  has mounting arrears of statutory  and  other   liabilities
for a period of 1 or 2 years.10

(v) The Reserve Bank of India identified a sick unit as one
which has incurred cash losses for one year and in the
judgement of the Bank it is likely to continue incur
cash losses for the current year as well as the following
year and which has an imbalance in its financial struc-
ture, such as current ratio of less than 1:1 and worse-
ning debt/equity ratio.11

Apart from the above, there are a few more symptoms
of sickness identified by social researchers. A unit which does
not earn a reasonable return on its capital and reserves after
providing for depreciation is considered as sick. Similarly, a
unit can be considered as sick if it is operating at less than
the break-even point, that is where it is unable to meet its
costs and depreciation. Further, the unit which has eroded its
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